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Summary

The food processing sector in Bulgariais recognized as one of the most dynamic and fast
growing economic sub-sectors. Bulgariaisrich in agricultura resources and has afavorable
climate.

The ahility to produce good quality produce and relatively inexpensive labor are the mgjor
factors behind development of the food industry. Magor exported products are grains,
sunflower, vegetable ails, dairy products, wine, tobacco, processed fruits and vegetables,
essentid oils, and herbs. Bulgariaimports red meats, protein feed, poultry, seafood, tree nuts,
fresh fruits and vegetables. 1t is estimated that the loca food processing industry sources (on
average) 30 percent of its raw materias from imports.

Since political/democratic changes in 1989, the food industry has undergone the process of
privatization and restructuring. Currently, 85 percent of food industry assets are in private
hands. Emerging new private enterprises are adynamic part of this sector. Over the last two
years, most food companies reported stabilization of their financid status and market presence.
Active investment aong with introduction of modern quality control systems and food safety
standards have augmented growth. These food manufacturers are developed in paralel with
more active marketing, expansion of product range and brands promotions.

Due to Bulgaria s future accession to the EU, there is an active trend toward modernization,
upgrading and adaptation of locd facilitiesto EU requirements. Thisincludes sanitary and
hygiene standards, food safety standards and quality management systems (1SO, GMP,
HACCP). Thefind god of loca food companiesis not only to be ready for EU accesson
(currently set at 2007) but also to be competitive within the EU market.

Food Industry Size and Development

As of May 2003, Bulgaria has about 8,000 food production/processing companies of which
1,343 companies have food production/processing asamgjor line of business and the rest have
thisbusinessasasde activity. Thisis 150 morethanin 1999. Bulgarian food processors
registration is required by the Food Law (Official Gazette of October 18, 1999) but not al food
processors are registered yet. Thisway the GOB hopes to establish an officid register of food
producers which will be the basic database for any government food related control activities.

On average, about 60 percent of the number of food companies are estimated to work in the
"grey" sector due to not stringent control of the regulators. These are smdl sized, so they are
estimated to account for 20-25 percent of the market Sze. This percent varies among various
sub-industries with the highest, reportedly, being in the beverage industry, and the lowest being
in the dairy indudtry.

The fastest growing industry was the mesat processing sector which redized 30 percent growth
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(by 90 companies) for the period 1999-2002. The meat processors were followed by cered

food producers which increased 18 percent with 68 new companies by 2002. Industries which
registered a decline in the number of companies were oils/fats manufacturers. At the sametime,
there was a pardld expangon of aready established companies, mainly through new investment.

The largest number of registered companies exists in the cered food industry (439) followed by
meat processors (274) and beverages producers (186). The lowest number of companies exist
in the fish/seafood industry (10), sugar production (7), and speciaty baby foods and diet foods
(6 companies).

Anather type of food production operations are those firms for which food production is not a
magor line of busness. For example, "Miss Caprice' Pdl. is afast food/restaurant chain/catering
company, but a the same time, it isa sgnificant producer of frozen pizzas and lasagna.
Similarly, the company "lztomevit" which has a chain of confectionary cafeterias (caled
"Neddid"), isaso aproducer of anumber of confectionary products. The share of this type of
dud business entity in the food industry is estimated a 50 percent.

Officidly registered food sdesin 2001 were about $1.5 billion in vaue. According to trade
sources, these sdes are actualy estimated a $2.0 billion (including taxes) due to unreported
gray market sdes. Initid estimates for 2002 are for food sales to expand dightly to $2.15
billion. Over thelast 3 years, food sdesregistered constant annua growth of on average 7.5
percent. The highest growth was registered in meat and meat products sdes, 17 percent, and in
bakery/cereds food sales, 15.2 percent.
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Table#1. Food Industry - Salesby Sector in 2001 in per centage

Food Industry - Salesby Sector in 2001 in
per centage

Bakery products and cereds 27.1
Beverages 26.8
Fruits and Vegetables 10.1
Mest and fish 18.6
Dairy 8.1
Vegetable Oil 8.1
Sugar and Confectionary 1.2
products
Total Food Sales 100
Source: Noema Ltd. Research

. The highest vaue of sdesin 2001 were registered by the beverage manufacturing
industry which includes acohol and soft drinks. Over the last 3 years, thisindustry
faced severd difficult trends: on one hand, the officidly registered dcohol consumption
declined, on the other hand, the "gray" production has reportedly increased (alcohol
without mandatory excise labels). Therefore, athough there are no officid datigtics, it
is estimated that alcohol consumption and production has stabilized and even increased.
Loca acohol producers expanded their product lists and many new brands were
released on the market. Alcohol consumption in the HRI (hotel, restaurants,
ingtitutions) sector grew and currently this segment accounts for about 55 percent of
imported foreign alcohol and 40 percent of locally manufactured acohol out of total
acohol consumption. In 2001, one of the leading loca acohol producers (SIS
Industries) opened the firg facility for processing of grainsinto spirits. Since that time,
imports of spirits have declined. However, loca spirits production has stimulated faster
development of smdl illegdl acohol manufacturers.

. The soft drink industry saw dynamic development related to the fast growth in
production and consumption of minera water; the release of new trade marks and
brands;, emerging production of table water; and new types of soft drinksintroduced to
the market: herba drinks, fruit cocktails, punches, energy drinks, ice tea, and new
assortments of natura juices.
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The Bulgarian food industry consists of the following sub-sectors:
-meat and mesat products,

-fish/seafood;

-canned fruits and vegetables,

-animd fats and vegetable ails;

-milk and dairy products,

-grains and ceredl products,

-pet foods;

-bread milling, confectionary and other cered products;
-sugar, chocolate and cocoa products;

-food additives,

-diet foods;

-acohol: wine beer and mat manufacturing;

-minerd water and soft drinks.

In addition to the "commercid” food industry, there has been afarly large sector of home
prepared foods which was traditiond in prior t01989. Consumption of home prepared foods
competed with commercia processors until 2000. Over the last 2-3 years, this consumption
declined, and it isno longer afactor in food consumption in larger towns and cities. This type of
consumption was partly subgtituted with increased purchasesin urban areas of frozen foods:
vegetables, fruits, pizza, dough, semi-ready medls, etc. In smaller towns and villages, the rurd
population Hill relies on home prepared foods for the winter season: mainly canned vegetables
for cooking, pickles, fruit compotes, jams, marmaades and juices. In villages, the rurd
population aso relies on home produced eggs, milk, cheese, and mest. Thistype of so caled
"on-farm” consumption sometimes reaches considerable sharesin overal food consumption.
For example, on-farm milk and eggs consumption is estimated at 40 percent annudly. On
average, food consumed on farms are estimated at 25 percent of tota national food
consumption. This pattern of consumption isrelated to adifferent life style, and epecidly in
villages, it is not expected to changein the near future.

Agricultural and Food Foreign Trade

In 2001, the proportion between food production and food imports was 5:1 or production of
$1.47 billion and imports of $293 million. Thus, roughly 20 percent of Bulgaria s food needs are
satisfied by imported products.

Overdl, in the period 2000-2002, food imports have grown, on average 7.2 percent annudly.
Food exports stabilized level over the last 4 years a 0.9 percent annudly. Traditiondly,
Bulgaria exports about 25 percent of its food production or $384 million in vaue for 2002
(Chaptersl-24 in Customs Code).

The Unites States exports to Bulgaria poultry, red mests, vegetable oils, seafood, tree nuts and
snacks. Tota food and agriculturd importsin 2002 were $15 million, however, it is estimated
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by trade sources at about $25 million with asignificant amount of transshipments. For thefirst
three months of 2003, U.S. ag exportsincreased 59 percent with the highest increase registered
for seafood (mackerel and herring). For the first time, in early 2003, poultry sales are surpassed
by seafood.

According to Bulgarian Customs, the United States is among the leading suppliers of medt,
poultry and fish (tota $5.0 million in 2002). The U.S. dso ranks second after the United
Kingdom as a supplier of acohol to the Bulgarian market, $1.2 million in 2002.

Bulgaria exported food and agriculturd productsin 2002 as follows:

-grains, $130 million;

-wine, $53 million;

-processed fruits and vegetables, $47 million;

-meat and meat products (lamb, sheep, geese and ducks products), $43 million.

Magor import product categories in 2002 were:

-sugar and confectionary products, $72 million;

-meat and mesat products (poultry, beef and pork), $50 million;
-animd fat and vegetable oils, $45 million;

-fresh fruits and vegetables, $43 million.

Bulgaria exports to the Unites States (U.S. Customs data):
-tobacco, $20 million;

-dairy products, $6.8 million;

-fish (mainly sturgeon), $1.3 million;

-processed fruits and vegetables, $4.6 million;

-essentid oil, $2.0 million.

Tota Bulgarian exportsto the U.S. grew from $26 million in 2000 to $42 million in 2002. For
the first three months of 2003, Bulgarian exports to the U.S. have increased 9.2 percent.

Imports of agricultura and food products are not subject to license. Most importers are
required only to register with Customs. The exception is products of animal origin which require
veterinary import permit. The VAT on al imports are 20 percent. Excise duties are mandatory
for beer, wine, acohol, tobacco, coffee and tea. Except for spirits and wine, no other beverage
or food product requires special permission for retail sales.

At the same time, import duties (for non-EU and non-CEFTA countries) for most food products
are high, in many cases prohibitively high. For example, frozen chicken leg quarters face an ad
vaorem duty of 75 percent and a specific duty of $500 Euro/MT. In the last two years, 2002
and 2003, the GOB has been trying to protect inefficient local producers via safeguard measures
such as seasond duties for amost dl localy produced fresh fruits and vegetables. The same
policy isfollowed toward meet and poultry. Asaresult, the respective processing industries rely
on lower qudity inputs. These factors make the find Bulgarian product not as competitive, not
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exportable and more expensive for loca consumers.

Table#2. Strengths and Weaknesses of U.S. Food Productsin Bulgaria

Strengths and Weaknesses of U.S. food productsin Bulgaria

Strengths Weaknesses

Opportunities for food Reaively low purchasing power
promotions and ability to fund
marketing programs in country

High popularity of U.S. products | Ongoing "competition” from home

in Bulgaria prepared foodsin rural areas

Despite growing qudity of locdly | EU competition: they face much more
produced foods, overall local liberd bilaterd trade regime and EU
quality remains low funded food programs

Insufficient capitd for loca food | Wesk legidative protection of brand
producers limits efficient food names and labels - possible counterfeit
marketing and ditribution of acohol and some foods

Sufficient information about loca
food additives, shdlf life, and
expiry dates on the labels

Guaranteed locd origin of the
product

Source: Noema Ltd. Research, 2003

Enter Strategy on the Bulgarian Market
Stepsfor entering the market

The best gpproach for aforeign company to enter the local market isto engage aloca
representative who has direct contacts with potential clients and can be responsible for overall
business management. The representative or country manager should be well aware of loca
business practices, legidative and regulatory environment and be conversant with changing
regulations and laws. Dueto "grey" sector or illegd trade, it is recommended that foreign
companies conduct due diligence and undertake careful and detailed research on their future
loca representative.
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Market Structure

The usud marketing chain for U.S. productsis:
1/ U.S. exporter

2/ Bulgarian importer, distributor

3/ Bulgarian distributor/wholesaer

4/ Locd retailer

Over the lagt 3-4 years, anumber of local and foreign retail companies entered the market.

Locd Retail Chaing#Outlets Foreign Retall Chaing/#Ouitlets
"Fantastico” 21 "Metro" 7
"Centrokom" 4 "Billd’ 11
"Evropd’ 9 "ENA" 5
"Oazis' 4 "Ramgtore" 3
"Picadilly" 3
"Misota' 3
"Bonjour" 29
Source: Noema Ltd. Research 2003

A typica feature of the supermarketsis that they are mainly local companies. Supermarket
chains with the exception of "Bonjour” are Bulgarian companies. However, hypermarkets are al
of foreign origin - German, Audtrian, Greek and Turkish.

Most supermarkets and hypermarkets enjoy steady growth and good development. In 2000,
hypermarkets had less than 10 percent of total salesfrom food. But in late 2002, this market
share grew to 24 percent. In larger cities, this market share reaches dmost 35 percent. At the
same time, smdler groceries, mom and pop shops, street kiosks, etc. are purchasing their own
retail stocks predominantly from hypermarkets like "Metro”.

Most food producers target both the local market and exports. In their effortsto gain higher
domedtic sdes, they have direct contacts with retail chains, both supermarkets and
hypermarkets. Food companies point out two major advantages of sdlling their products via
large locd retall chains:

. such saes cover the entire territory of the country and often guarantee a market
presence nationwide;
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. products which are market leaders or bestsdllers with good prospects are exported to
the retail stores of the same chainsin other countries (mainly in other Central and East
European countries, and Russia)

On the other hand, many food companies point out some drawbacks when sdlling viaretall
chains. Among those are the long repayment periods, sometimes up to 90 days which puts
producers/tradersin difficult financia stuation. Loca commercia banks do not accept contracts
with retail chains as a guaranteg/collaterd for releasing short term loans. In addition,
traders/producers have to pay significant amounts for shelf space or dotting fees and finance
promotions without any guarantee of return. This makes access for smaler/medium (SME) size
companies very difficult. At the sametime, thelocd retall market consasts of mainly SMIE-szed
companies.

Bulgaria till does not have awell developed nationwide distribution network for food products.
The lack of such developed digtribution companies have forced many food
producers/processors to purchase their own transportation vehicles and to develop their own
digtribution systems. In some subsectors such as acohol, and meat and mesat products,
nationwide distribution companies have started to emerge. However, those producers who
work with specidized digtribution networks continue to rely in part on their own didtribution
efforts or work with severa distributorsin order to cover the total market and expand sales.

However, the trend in recent yearsisfor larger food companies to use specidized wholesale
digributors. The sameistruefor retalers, who therefore reduce the number of suppliers. There
IS an ongoing process of concentration in the digtribution industry. For example, the gas Sations
"Shel" which used to work until recently with about 1,300 smdler suppliers, currently has
focused on only 5-6 larger distribution companies.

In some subsectors, such as frozen foods, distribution companies smply do not exist. Thisis
related mainly to the poorly developed cold chain and lack of refrigerated truck. Thus, this does
not alow for efficient digtribution of frozen foods.

CompaniessProfile

In 2001, there were 71 large ("large’ is with net sales revenue above $5.0 million) food
producers which accounted for 53.2 percent of dl food sdes. In 2002, preliminary data shows
that this number was 76 and the market share of the top ten companies was 51.7 percent. All
top ten companies in the food industry are foreign investors which ether have joint ventures with
Bulgarian partners or are mgjority holders.

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #B8U3012 Page 9 of 18

Table#3. Top Ten Food Companies profile, 2001

Top Ten Food Companies profile, 2001
Company name Sub-sector Market channels Major business
Kraft Foods Confectionary and | Retall Importer, producer,
sSweets exporter

Amylum Bulgaria Cereds Retal chain, HRI Importer, producer,
exporter

Kamenitza Beer Retall chain, HRI Importer, producer

Sugar Plants Gorna Sugar Retall chain, HRI Importer, producer,

Orinahovitza exporter

Zagorka Beer Retal chain, HRI Importer, producer

Papas Oil Vegetable Oil Retal chain, HRI Importer, producers,
exporter

Sofia Beverage Soft Drinks Retall chain, HRI Importer, producer

Company

Nestle Sofia Confectionary Retall Importer, producer,
exporter

Danone Serdika Dairy Retal Importer, producer,
exporter

Chipita Bulgaria Snacks Retall Importer, producer,
exporter

Source: Noema Ltd. Research, 2003

The top ten food companiesin Bulgaria have stable development with positive growth in 1999
2001 ranging from 11.2 to 64.0 percent. The highest growth was registered by Papas Oil,
Nestle Sofiaand Chipita Bulgaria. Three of the top ten companies produce confectionary
products and another three are grain processors and produce cereal products.
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Table#4. Sales of thetop ten food companiesin million U.S. dollarsin 1999-2001 and
2002 (estimate)

Sales of the top ten food companiesin 1000 U.S. dollarsin 1999-2001 and 2002
(estimate)
Company name 1999 2000 2001 Average 2002 E

growth 1999-

2001

in percent
Kraft Foods 57.1 71.3 83.3 20.9 89.9
Amylum Bulgaria 44.3 66.4 78.3 33.9 85.2
Kamenitza 54.4 58.7 74.3 17.2 70.9
Sugar Plants 58.7 60.1 72.2 11.2 74.9
Papas Qil 22.6 30.1 58.8 64.0 68.7
Zagorka 41.1 51.9 56.8 17.9 61.2
Sofia Beverage 40.6 56.1 56.7 19.6 59.4
Company
Nestle Sofia 24.3 29.4 49.8 45.2 53.7
Danone Serdika 34.9 44.3 45.5 14.7 47.6
Chipita Bulgaria 16.8 26.5 43.5 60.7 48.7
Source: Noema Ltd. Research

Most direct foreign investment in the recent years came from the Netherlands and Greece.
About hdlf of the largest food producers in the country are of Greek origin or with Greek shares.
They are concentrated mainly in beer production (Zagorka, Kamenitza); and in cereds and
snacks manufacturing (Chipita Bulgaria and SofiaMd). The latest foreign investment is of Dutch
origin - Unilever Bulgariawhich declared their plansto invest about $12.0 million in local
margarine production by the end of 2003. Unilever has reportedly purchased two local brands:
"Olinezd' for mayonnaise and sauces, and "Kadliakrd' for margarine (afacility located in the town
of Dabrich). According to the company’s public plans, these two brands will be produced for
the local market and for exports. The top two companies in the food sector with U.S. capita
investment are Amylum and Kraft Foods.

In some sub-sectors, direct foreign investment is negligible. Alcohol and wine manufacturing are
entirely under Bulgarian ownership. In naturd juices and mineral water production (except for
the Coca Cola presence) al production operations are locally owned.
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Meat Processing Industry

The mest indudtry is one of the most dynamic sectorsin Bulgaria. Over the past two-three
years, a number of new companies emerged in this sub-sector, mainly in sausage manufacturing.
The reason for this development is the increased consumption of ready and semi-ready
convenience foods. 1n 2003, severa new types and brands of sausages are expected to be
released to the market (Sastchi, Hit).

The raw meet supply to the processing industry is closdly related to price and quality of raw
meat. Usually, when loca meat has ahigh price, processors prefer to use imported mest.
Therefore, the meet processing industry is the prime consumer of amogt dl turkey imports,
quaity pork and beef aswedl as dl necessary additives, epecidly soy products (soy flour,
protein, isolates etc.). All of these inputs are imported. Loca sources do not offer good choice
of casings (just one local producer exigs: "Assenova Krepost") or good qudity. Therefore,
sausage casings are dso imported from Germany, France, Spain, €tc.

Theloca mesat processing industry faces congtantly fluctuating prices of raw mest, lack of
congtant and reliable local meat qudity; and lack of locally available additives. Therefore, these
gaps are usudly filled by imports of meet and additives.

Another chalenge to local meat processors are the EU'’ s sanitary and hygiene standards which
the industry should adopt by the end of 2003. After this period, the Nationa Veterinary Service
will shut down mesat processors which fail to meet these EU criteria. Currently, there are three
locdl facilities licensad to export processed mest to the EU using only imported megt (Tandem-
B, Nikas, and Mekom). The top processing companiesin this sector are:

-Mesokombinat Lovetch (a part of Boni Oborot Holding, sales of $20 million in 2001);
-Tandem-B (2001 sdles of $8.0 million);

-Boni Commerce (2001 sdes of $8.0 million);

-Interfoods (2001 sdes of $5.0 million);

-Nikas, Bravo, Solaris €tc.

Seafood Processing Industry

The seafood processing industry has grown rapidly over the past two years. Thisisrelated to
higher demand for total seafood, especidly fish, and increased supply both from local catch
(reportedly, about 15,000 MT) and from imports. Totd fish consumption in the country is rather
low (3.5 kilos per capita per year) compared to the EU and the U.S,, due to relatively high
prices. But fish consumption has registered an average of 6 percent annua growth over the past
thee years. Imports are growing and thistrend is expected to continue in 2003. The largest
volumein importsisin mackerel and herring. They are the most popular loca speciesand sl at
lower prices. Theseimports are on average, 18,000 MT annudly over thelast 3 years. A dight
growth of 2 percent is expected for more exotic types of fish and seafood such as saimon, crabs,
and shellfish. These more expensgive products are sold mainly via the food service outlets and
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only secondly viaretail chains. The trend is to offer awider assortment of sesfood, in an
assortment of packaging, plus more ready-to-cook products. These new items are produced
mainly from imports.

In 2003, Bulgaria expects increased exports of seafood (5,600 MT in 2002) to the EU dueto
the remova of the export banin 2002. This ban wasimposed ayear earlier due to not
satisfactory sanitary conditions at fish farms. Seafood deli items account for 3 percent of total
exports (2,200 MT); followed by frozen fish (1,300 MT). Bulgariadso exports good quaity
sturgeon fish caviar to the U.S,, about 2.0 MT per year.

The top three local companiesin thisindustry are:
-PA.L - BG;

-Chernomirski Ribolov Bourgeas,

- Savianka;

- Atlantic, Bulrib, Diavena, Electa etc.

Dairy Processing Industry

Bulgaria should be reedy to fully meet the EU sanitary and hygiene normsin the dairy industry by
2010. Facilitieswhich are able to meet EU requirements by 2007 will be able to work both on
the local and the EU market. Dairies which can not adopt the EU standard by 2007, may
continue to work after 2007 for three more years but they must only sdll their products locally.
After 2010, dl working dairies must completely meet EU requirements.

This process of modernization and upgrading requires Sgnificant capita investment and
management and is rather painful for the locd dairy industry. For example, mass veterinary
ingpections in the beginning of 2003 resulted in closure of 25 percent of dl dairies as not meeting
the EU standards. The mgor reasons are lack of cooling equipment for fresh milk, poor hygiene
conditions, possible contamination of the product, excess water content in fresh milk, and shorter
than required aging period for processed dairy products.

Capita investment is difficult due to the high cost of money (12-18 percent on bank loans) and
lack of access of small/medium sized companies to the EU-SAPARD investment and subsidy
program as well as other foreign and loca investment funds. Dairy exporters dso face
difficulties related to the protection of their trade marks and brands. For example, Bulgarian
exporters are not able to export under the label "Fetd’ for "Bulgarian white cheesg" since these
two appellations are aready patented by Greek and Turkish parties. Currently, there are 10
dairies approved to export their product to the EU, mainly cheeses.

The top three dairy companiesin Bulgariaare:
-Danone Serdica (2001 sdes of $21.0 million);
-DetaBulgaria (2001 saes of $11.0 million);
-Vitdact (2001 saes of $5.0 million).
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Fresh and Processed Fruitsand Vegetables

Thereis a steady trend toward reduction in exports (declining 13 percent for fruitsand 17
percent for vegetablesin 2002 vs. 2001) and asmilar trend toward an increase in imports of
fresh fruits and vegetables. Thisisreated to low efficiency of local producers. Most producers
are smdl, fragmented, lack capita, equipment and know-how; and rely on expensive energy
sources and inputs. On the other hand, the close proximity of Turkey and Greece where fresh
fruit and vegetable production has solid corporate commercid structures, dlows profitable
imports and a highly competitive market in terms of price, qudity, consstency, etc. For
example, the largest fruit and vegetable wholesde market in Sofia shows imports account for 60
percent of total turnover in the summer/fall period; and for 80 percent in the winter/spring
period. Most processors/canning factories also prefer to use imported product in order to
secure their raw materias.

Localy produced frozen, dried fruits and vegetables as well as juices are more competitive. The
most competitive are fruit varieties of wild forest fruits and smdl fruits - Srawberries,
blackberries, blueberries, ragpberries, and sour cherries. The most exported vegetables are red
peppers in various forms.

The top three local manufacturers are;

- Nash Dom Bulgarian Holding (2001 sdes of $12.0 million) - production of compotes, pickles
and cans, mainly for thelocd indtitutiona sector;

- Litex Juice (2001 sales of $7.0 million) - production of fruit and vegetable juices;

-Storko (2001 saes of $6.0 million) - production of cans and pickles for exports and for the
local retail market.

Snacks Industry

There are only afew companies which produce sty snacksin Bulgaria. The largest sdty snack
producer is a Greek investment (Chipita Bulgaria with 2001 sales of $20.0 million). On the
other hand, consumption and demand for these products are growing. For the time being, this
strong demand has stimulated imported products but not locd investment. The largest loca
processing companiesin this sector are Chipita Bulgaria, Pobeda Plovdiv (2001 sales of $3.3
million) and Royad Foods Holding (2001 sdes of $2.0 million).

Current Trendsin the Food Industry

. The most clearly outlined trend in the food market over the past three yearsis
introduction and marketing of new food brands. Consumers are developing brand
loydty and are looking for brands as a guarantee of good quality. Loca food
companies are a o trying to promote loca brands in foreign markets. For example, the
BBB brand of natural juices and the Devin brand mineral water have moved to the U.S.
market. Strong brand identity has emerged with acohol, meat and dairy markets.
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Currently, supermarket items like flour and rice are developing brand names and
consumer loydty. The key factor driving branded food labelsin Bulgaria has been the
development of more mature retail and HRI sectors.

. Over the past three years, Bulgarian consumers started to change their eating habits by
choosing more wholesome and "environmentally clean” foods. Consumers show strong
preferences towards fresh/vitamin rich foods such as the fresh fruits and vegetables vs.
canned;, frozen fruits and vegetables vs. canned; fresh and chilled mest vs. frozen medt;
aswell asdiet or wholesome foods. Due to this new trend, producers have expanded
their product list with "active or whole" foods (whole kerndls, wheat germ etc.),
Specidty breads (more rye, oats, whole kerndls, more soy flour) and environmentally
friendly products.

. Another trend in loca food habits is increasing demand for "convenience” foods; easy
to prepare foods, semi-ready or semi-prepared foods, etc. A number of companies
have started to produce frozen pizzas, frozen ready dinners, frozen dough, avariety of
semi-prepared chicken and meet products. Thisis especidly visble with poultry and
meet products which currently are offered individualy packaged or family portioned,
pre-seasoned with spices, ready for BBQ; diced and portioned sausages and salami.
Currently, these processed meat products occupy the largest and most expensive shelf
pace in supermarkets. Thistrend has started with fresh sdlads aswell. New salad
products include diced vegetables packaged in individud or family packages, or severd
whole vegetables combined by portion size.

. An increasing number of Bulgarian manufacturers started to produce foods which have
previoudy been available only asimports. Such examples are baby foods (Ganchev
Co,); spices, tea, additives (Mercurii Itd.); frozen fruits and vegetables (Kenar-Zare,
Magre, Storco, Jugo Plod, Royal Potatoes); and semi ready bakery products (Miss
Caprice, Bella, Samex, Nilana).

. Over the past three years (1999-2002), consumption of bread, bakery products and
ceredls has declined by 6.0 percent, from 105 kilos per capita per year to 98.6 kilos,
respectivdy. Thisisavery unusud trend snce Bulgariais known for its traditionaly
high bread consumption and bread is the number one staple product (and the most
politically senstive food). This changeis related to the changesin living sandards and
life styles of the urban population. In rurd aress, thislower bread consumption is till
not present. In urban areas, the demand for brown breadsisincreasing. Consumers
vaue freshness mog, especidly if the bread isjust baked "on the spot” in the
supermarket outlets. The market share of so-called specidty breads reached 11
percent over the past three years.

. Another trend is a decline in consumption of fluid milk, by 8.4 percent, and higher
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consumption of yogurt. Thistrend is due to the grester variety and types of yogurt.

Y ogurt dso has a better quaity reputation and better marketing and promotion. Other
products which are enjoying higher demand are meat and fish, up 4-5 percent; cheese,
consumption increased by 1.7 percent; eggs, growth by 2.9 percent; fruits, increase of
5.1 percent; and vegetables, by 1.3 percent. There was a significant growthin
consumption of minerd water and naturd juices by 9.2 percent. These changesin
consumption are related mainly to increased incomes and changing life Syles,

. Deve opment in the food industry over the next three years will be determined mainly
by the changes in eating habits of the urban population. These are consumers of "active
age" who have the highest disposable income. These consumers prefer " convenience”
foods, do not make home-prepared foods; and buy wholesome products and frozen
products.
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Table# 4. Average annual consumption of major food products per capita in households
for the period 1996-2002

Average annual consumption of major food products
per capitain householdsfor the period 1996-2002
Food Measure | 1998 1999 2000 2001 2001 Average
products growthin
percent
Breadand | kilograms | 143.4 140.6 134.8 133.1 130.2 -24
cereds
Dry beans | kilograms | 3.9 3.9 3.6 3.7 3.9 +0.1
Meat kilograms | 21.1 23.3 22.1 20.9 22.7 +2.1
Meat kilograms | 10.4 12.0 114 104 10.9 +1.6
products
Fishand | kilograms | 3.0 3.3 3.3 3.3 35 +4.0
seafood
Vegetable | [iters 12.3 12.2 11.7 121 12.3 0.0
Oil
Sugar kilograms | 8.7 8.7 84 8.4 8.6 -0.3
Confectio | kilograms ] 1.8 2.1 2.0 18 2.0 +3.3
nary
Fluid Milk | liters 31.6 314 28.9 27.7 21.9 -8.4
Yogurt kilograms | 20.0 22.2 22.1 21.9 24.7 +5.6
Cheese kilograms | 9.3 9.6 9.2 9.2 9.9 +1.7
Butter kilograms 1 0.5 0.5 04 04 04 -5.0
Eggs numbers | 123.3 123.9 127.4 128.5 138.1 +2.9
Vegetable | kilograms | 58.5 58.6 57.4 59.5 61.6 +1.3
Potatoes | kilograms | 26.4 26.9 26.3 26.9 28.2 +1.7
Fruits kilograms | 34.9 42.2 34.6 30.4 394 +5.1
Alcohol liters 21.1 19.6 171 18.2 185 -3.0
Source: National Statidtica Inditute

Please, note that the above table represents only consumption of foods purchased by retall
outlets snce the methodology used by the Nationd Statistical Indtitute (the officid Statistical
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source) is not suitable for estimates of total food consumption. On average, foods consumed at
the food service sectors contribute about 20 to 30 percent to total food consumption. These
figures vary sgnificantly depending on the product, whether there are urban/rura consumers, and
by income etc.

Competition and the best prospects for food products

. Theseisaggnificant increase in consumption of frozen foods such asfruits, vegetables
and semi-prepared meals. According to a survey donein 2003, 30 percent of
households regularly use and buy frozenfood vs. 10 percent in 1999.

. According to the Soft Drink Manufacturers Association, thereis growth in sdlesand
consumption of bottled water, natural juices and hot drinks like teaand coffee. For
example, the market share of bottled mineral water in 1990 was 9.0 percent whilein
2001, this market share was 31.0 percent; it increased further to 33.0 percent in 2002.
The market share of naturd juicesincreased from 2.0 percent in 1990 to 6.0 percent in
2001.

. Asaresult of lower beef production in country, especialy in early 1990, demand for
ved and beef ismet mainly by imports. Beef imports were higher prior to the EU
"mad-cow” crisis a $32 million (26,000 MT) in 1998 but dropped to $15.0 million
(21,000 MT) in 2002. Demand is stable with growth prospects for certain HRI cuts
such as T-bone steak. Mgor suppliers of beef in 2002 were Argentina, Brazil and

Uruguay.

. Demand for pork has aso increased asimports grew from $7.1 million (6,500 MT) in
1998 to $17.0 million (17,000 MT) in 2002. Mgjor suppliers of pork in 2002 were
France, Canada, Denmark and the United States.

. Loca consumption and demand for poultry meat has increased by 21 percent in 2002
vs. 2001. Asaresult, poultry imports registered growth of 28 percent to total 10,000
MT in 2002. In high demand are chicken leg quarters and turkey quarters and
drumgticks. Turkey isused mainly for processing, 80 percent, and for direct
consumption, 20 percent.

. Thereisanew trend toward increased consumption of rabbit meat. Rabbit mest isaso
offered in the HRI sector. According to locd trade, it is forecast to have good future
prospects. Loca production is estimated at 1,800 MT of which 400 MT or 22 percent
are sold viathe retail chain, about 70 percent are sold viathe HRI sector and 8 percent
is used as on-farm consumption.

. Rice consumption isaso growing. Locd rice consumption in 1998 was estimated a
5.6 kilos per capita per year; and at 5.9 kilosin 2002. Rice isimported from China,
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Egypt, Vietham, Greece and Italy. Recent trends show strong demand for long type
rice. Themost popular type of riceis medium round grain rice sold viaretail chains.
The most popular rice in HRI sector is grain parboiled long. In generd, the HRI sector
accounts for 15 percent of totd rice consumption.

. Higher consumption of margarine in recent years is due to the fact that consumers
percaive this product as hedthier snceit is of plant origin. Imports of margarinein
1998-2002 leveled off around $7.0 million.
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